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Corporate tax avoidance is the legal usage by enterprises to use financial policies 
and tax arrangement to reduce or relieve the tax burden. Avoidance has been a priority 
research area for scholars at home and abroad. Chinese existing research focuses, on 
the one hand, on tax avoidance methods and countermeasures. On the other hand, on 
the factors of corporate tax avoidance activities, to understand the behavior of 
corporate tax avoidance. From the agency perspective ， this paper analyzes 
the influence on the enterprise tax by the second agency problems, and studies the 
relationship between the separation of two rights, institutional investors and tax 
avoidance. 
The separation of two rights studied in this paper does not refer to the ownership 
and management rights in the traditional sense, but rather refers to the separation of 
control rights and cash flow rights of the controlling shareholders. In modern 
enterprises, control and cash flow rights have a degree of separation, because that the 
controlling shareholders want to achieve over control through pyramid shareholding 
patterns, cross-shareholding patterns and different equity patterns, then making 
control and cash flow rights separate. Cash flow right makes the controlling 
shareholders better supervise the operations of the company, effectively reduces 
principal-agent problems, exists "positive supervised effect". The separation of 
control rights and cash flow rights provides the controlling shareholders opportunities 
to empty interests of the company, existing "negative tunnel effect", and then have 
impacts on the tax avoidance of the company.  
In recent years, institutional investors are given high hope by the market and the 
public to supervise the behavior of listed companies. As a new and powerful market 
forces, institutional investors, although not yet mature, but has received the 
affirmation of the role (Wu Xiaohui and Jiang Yanfu, 2006). On the one hand, 
corporate tax avoidance activities affect the company's after-tax interest and then 
















corporate interests and encroach on minority shareholders' rights when they avoid tax, 
then they violate the interests of institutional investors. Therefore, institutional 
investors have supervised effect on tax avoidance and the second agency problem. 
In this paper, we use 2324 Chinese listed companies to process to obtain copies 
of 9793 observations, from the period of 2008 to 2013.We use theoretical analysis, 
descriptive statistics, regression testing and other methods. The study found: (1) there 
is a certain degree of separation of control and cash flow rights of the controlling 
shareholders in Chinese listed companies. A certain separation of two rights affects 
corporate tax avoidance activities. (2) The cross multiply item of the degree of 
separation of two rights and institutional investors is positively correlated with the 
corporate tax avoidance. This shows that institutional investors play an inhibitory 
effect in the influence of the degree of separation of two rights and corporate tax 
avoidance activities. This means institutional investors, although it cannot take the 
direct positive impact on the company tax, but can inhibit concentration of ownership, 
decentralize governance monopoly by the company's largest shareholders. 
Institutional investors play an outside supervisory role in the second agency problem. 
Significance of this study is to research the second agency problem how to affect 
corporate tax avoidance behavior from the perspective of the separation of control and 
cash flow rights of controlling shareholders, this study opens up the research field of 
the second agency problem and also provides some theoretical basis and reference 
materials for the tax authorities. And this paper also examines the outside supervisory 
role of institutional investors played in the second agency problems, Enriches the 
research of supervisory role of institutional investors. Deficiency of this paper is that 
the sample time span is short and no in-depth analysis of the reasons for hesitation 
length heterogeneity of institutional investors. 
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